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BEFORE THE

| LLI NOI S COMMERCE COMM SSI ON

I N THE MATTER OF: )
)
NORTH SHORE GAS COMPANY, )
) No. 11-0280
) 11- 0281
) (Consl .)
Proposed general increase in )
nat ural gas rates. (Tariffs )
filed February 15, 2001,) )
)
THE PEOPLES GAS LI GHT and COKE )
COMPANY, )
)
Proposed general increase in )
nat ural gas rates. (Tariffs )
filed February 15, 2011.) )
Chi cago, Illinois
August 30, 2011
Met pursuant to notice at 10:00 a. m

BEFORE:

MR. TERRANCE HI LLI ARD and MR. ETHAN KI MBREL,

Adm ni strative Law Judge.
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APPEARANCES:

ROONEY RI PPl E & RATNASWAMY, LLP, by

MR. JOHN P. RATNASWAMY and

MS. CARLA SCARSELLA

350 West Hubbard Street, Suite 430

Chi cago, Illinois 60654
Appearing on behalf of North Shore Gas Conpany
and The Peoples Gas Light and Coke Conpany;

FOLEY & LARDNER, LLP, by
MR. THEODORE T. EI DUKAS
321 North Clark Street, Suite 2800
Chi cago, Illinois 60654
-and-
FOLEY & LARDNER, LLP, by
MR. BRADLEY D. JACKSON
150 East G | man Street
M | waukee, W sconsin 53703
Appearing on behalf of North Shore Gas Conpany
and The Peoples Gas Light and Coke Conpany;
- and-
MS. MARY KLYASHEFF
130 East Randol ph Drive, 20th Floor
Chi cago, Illinois 60601
Appearing on behalf of North Shore Gas Conpany
and The Peoples Gas Light and Coke Conpany;

LAW OFFI CES OF GERARD T. FOX, by

MR. GERARD T. FOX

Two Prudential Plaza

180 North Stetson Street, Suite 3500

Chi cago, Illinois 60601
Appearing on behalf of Integrys Energy
Servi ces;

MS. JULI E SODERNA, MS. CHRI STIE HI CKS and
MS. KRI STI N MUNSCH
309 West Washington Street, Suite 800
Chi cago, Illinois 60606
Appearing on behalf of CUB;
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APPEARANCES:  ( CONT' D)

MR. RONALD D. JOLLY
30 North LaSalle Street, Suite 4400
Chi cago, Illinois 60602
Appearing on behalf of the City of Chicago;

MS. KAREN L. LUSSON

100 West Randol ph Drive, 11th Fl oor

Chi cago, Illinois 60601
Appearing on behalf of the Illinois Attorney
General's Office,;

MR. M CHAEL J. LANNON
MR. JOHN FEELEY and
MS. NI COLE T. LUCKEY
160 North LaSalle Street, Suite C-800
Chicago, Illinois 60601
Appearing on behalf of Staff.

SULLI VAN REPORTI NG COMPANY, by
Carla L. Camliere, CSR
Amy M. Spee, CSR, RPR
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Re-
W tnesses: Direct Cross direct

Re-

By

cross Exam ner

David J. Effron

183 187 206
Teresa Ebrey
207 212
239 243

Dani el G. Kahl

248 253
263
M chael Ostrander
280 283
298
David Brightwell
302 305
320

Kevin R. Kuse
338 342

In camera pages 256 and 257

245
246

319

316

336
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Number For I dentification

AG

#1,2,3

#10 240
#11&12

#13

GCl
#2.0,2.1,2.2,7.0,7.1
7.2

STAFF
#3.0&12. 0
#1.0&10.0
#11. 0&20.0
#6. 0&15. 0

PGL/ NS
#4.0, 32&48

I n Evidence

184
243
263
301

187
187

211
253
283
305

341
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JUDGE HI LLI ARD: On behalf of the Illinois
Commerce Comm ssion, | call Docket 11-2080 and 0281
Nort h Shore Gas and Peoples Gas Light and Coke
Conmpany.

We have scheduled M. Effron as the
first wtness. Is there anything we need to talk
about before we begin exam nations?

MR. FEELEY: | have a prelimnary matter just
about the schedule tonmorrow, subject to yours and
ot her parties okay with it, Staff was wondering if
tomorrow we could start at 9:30 instead of 10:00 and
t hen break for lunch at 11:30, that m ght work best
for our witness traveling up from Springfield, but if
t hat doesn't work out, that's fine.

JUDGE HI LLI ARD: You want 9: 007

MS. LUSSON: We prefer 9:30, your Honor.

JUDGE Kl MBREL: What tinme do you think we will
get out of here tomorrow eveni ng?

MS. LUSSON: "' m not crossing anyone tonmorrow,
so | can't say.

JUDGE HI LLI ARD: Well, 9:30 will work

MS. LUSSON: Thank you
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MR. FEELEY: Thank you.

MS. LUSSON: M. Disnukes is traveling from out
of town. | just want to make sure he has tinme to get
settled in.

MR. RATNASWAMY:  Your Honors, another
scheduling related item M. Thomas is testifying on
Tuesday, but we don't --

MS. MUNSCH: Your Honor, did we say
1: 00 o'clock, you had a status in the nmorning, |
t hink, so we were going to start in the afternoon on
Tuesday.

JUDGE KI MBREL: | think I have something at
11: 00.

MR. RATNASWAMY: That it was at 1:00 p.m

JUDGE HI LLI ARD: We will put in the hearing
report, we will start at 1:00 on Tuesday.

MR. RATNASWAMY: An additional matter, your
Honors. Yesterday Ms. Lusson noved for her adm ssion
of AG Cross Exhibits 1, 2 and 3, you know,
recogni zing that there are excerpts from 285 filings
and one relates to Rider VBA, | think that was all
recogni zed yesterday, we don't have any objection.
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JUDGE HI LLI ARD: All right then, AG Cross
Exhibits 1, 2 and 3 will be admtted into the record.
MS. LUSSON: Thank you
(Wher eupon, AG Exhibit Nos. 1, 2
and 3 were admtted into
evi dence.
(W tness sworn.
DAVI D J. EFFRON,
called as a witness herein, having been first duly
sworn, was exam ned and testified as foll ows:

DI RECT EXAM NATI ON

BY
MS. LUSSON:
Q M. Effron, please state your full name and

busi ness address for the record.

A David J. Effron, 12 Pond Path, North
Ham | t on, New Hanmpshire.

Q You have before you several exhibits, the
first being exhibits that have been marked as your
direct testimony of David J. Effron on behalf of the
People of the State of Illinois, the Citizens Utility
Board and the City of Chicago marked as GCI Exhi bit
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2.0, both confidential and redacted, as well as GCI
Exhibits 2.1 and 2.2, which are attachments to that
testinony reflecting schedules that are described in
your testinmony.
Were those exhibits prepared by you or

under your direct exam nation?

A Yes, they were.

Q And - -

JUDGE HI LLI ARD: Excuse me, is that m crophone
on?

MS. LUSSON: It is on.

JUDGE HI LLI ARD: Pl ease make an effort to speak
into the m crophone.
BY MS. LUSSON:

Q Do you have any corrections to make to
t hose exhibits at this time?

A No, | do not.

Q If | asked you the same questions today
t hat appear therein, would your answers be the same?

A Yes, they woul d.

Q M. Effron, you also have in front of you
GCl Exhibit 7.0, which is the rebuttal testinmny of
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t he People of the State of Illinois, the Citizens
Utility Board and the City of Chicago.
You al so have both confidential and
redacted versions, as well as GCI Exhibit 7.1 and 7.2
which are the schedul es that reflect your adjustments
to North Shore and Peoples Gas revenue requirements.
Were those exhibits prepared by you or

under your supervision?

A Yes, they were.

Q Do you have any corrections to make at this
time?

A No, | do not.

Q If | asked you the same questions today

t hat appear therein, would your answers be the same?

A Yes, they woul d.

MS. LUSSON: Your Honor, | move for the
adm ssion of GCI Exhibits 2.0, both confidential and
redacted, as well as GCI Exhibits 2.1 and 2.2, as
wel |l as GCI Exhibit 7.0, both confidential and
redacted, as well as Exhibit 7.1 and 7. 2.

And | would note for the record, your

Honor, the attachments to M. Effron's direct
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testinony some of the pages were inadvertently marked

as AG Exhibit as opposed to GClI, so we will make
t hose corrections and file those on E-Docket today.
JUDGE HI LLI ARD: Okay. Any objections?
MR. RATNASWAMY: Also | think 12.2 was marked
-- | would just say one of them was al so correctly
not number ed.
MS. LUSSON: One said "1.2" as opposed to
"2.1." That will be corrected as well today.

JUDGE HI LLI ARD: GCl Exhibits 2.0, 2.1, 2.2,

confidential and redacted 7.0, 7.1, 7.2, confidenti al

redacted and corrected on all counts are admtted in

the record.
(Wher eupon, GCI Exhibit Nos.
2.0, 2.1, 2.2, 7.0, 7.1, 7.2
were admtted into evidence.)
MS. LUSSON: We now tender M. Effron for
Cross-exam nati on.
CROSS EXAM NATI ON
BY
MR. RATNASWAMY:

Q Good morning again, M. Effron
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A Good nmor ni ng.

Q You may have a certain sense of déja vu,
because |I'm going to ask you some of these questions
| think I asked you twi ce before.

A The issues tend to be simlar fromcase to
case.

Q So one of the approximtely half dozen
issues in which you testify was recovery of
conpensation costs, right?

A That's correct, yes.

Q You proposed to disallow or just out,
what ever word you want to use, certain incentive
conpensation costs fromthe proposed revenue
requi rements?

A Yes, that's correct.

Q Then you propose to remove 70 percent of
t he executive incentive conpensation plan; is that
right, costs?

A If I could have a moment ?

MS. LUSSON: Could you refer to a certain page
in his direct.

MR. RATNASWAMY: Sur e.
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MS. LUSSON: 13, 14.
BY MR. RATNASWAMY:

Q For exanple, the direct testinony, Page 16?

A Yes, that's correct.

Q On the sanme page, you propose elimnating
conpl etely Omi bus incentive conmpensation plan costs;
is that right?

A Yes.

Q Are you an expert on the management of
human resources?

A | have never had a position that entailed
t hat, no.

Q You've never had any training on that?

A Not to the best of my recollection, no.
Q Is it correct that your testinmony offers no
opi ni on on whether the approaches of the utilities to

t he subject of total and incentive compensation are
prudent from the perspective of managi ng human
resources?

A "' m not offering opinion on that.

Q Okay. | would |ike to ask you a somewhat
| engt hy number of hypothetical questions please.
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In the first hypothetical, | would
i ke you to make three assunptions please. The first
assunption is please assume that a large gas utility
hires five empl oyees in the Operations Department at
an annual salary of $50, 000 per year; second, please
assume that those salaries are consistent with
salaries in the relevant |abor market for individuals
with simlar qualifications; and third, please assunme
that the five enpl oyees are doing some form of work
that's useful in terms of providing tariff services,
| eak surveys or sonething |ike that, something
useful .

Just stopping there for a second, are
you okay with those three assunptions?

Do you have then??

A | think so.

Q So beginning with that as the hypothetical
just based on the three assunptions that you have
heard so far, is there any fact which suggests to you
that if the utility were to file a rate case, some of
these costs of these enployees' base pay that they're
sal ari es should be disall owed?
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A As | recall, the three conditions, | don't
recall having heard anything that would lead me to
recommend di sall owance based on what you said.

Q Okay. | would |like to change, | think it's
actually the first assunmption, that relates to what
they're paid and how they're paid.

Suppose the utility sets up an
| ncentive Conpensation Program and instead of having
base pay of $50,000 a year it's now $45, 000 per year
and that under the program the Incentive
Conmpensation Program although it could vary, the
expected val ue of what would be paid out to each of
them woul d be $5,000 a year.

And the other assunmptions haven't
changed, so the | abor market hasn't changed and work
t heir doing hasn't changed.

Wth that hypothetical, if the utility
were to file a rate case, would it be your view that
some of those costs m ght be disall owed?

A M ght be. It would depend on what the
nature of incentives were.

If the incentives were geared strictly
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towards things |like inmproving safety, inproving
quality of customer service, increasing absenteei sm
then | would say that none of it would be disall owed.

Q Let me ask you a variation of that then.
wi Il come back to it.

So suppose the Incentive Conmpensati on
Program has no effect on their behavior at all and
they simply keep doing the same work year after year
i nstead of having base pay of 50,000, they have total
pay of 50,000 which is 45,000 of base pay and $5, 000
of incentive conmpensati on.

In that scenari o, what is your
under st andi ng of whet her some of that would be
di sal | owed?

A |'m having a little trouble actually
relating to that hypothetical, because if the
incentive conmpensation had no effect on their
behavior, then | don't see what the purpose of
| ncentive Compensati on Program would be to begin
with, so | guess it's a little difficult to answer in
t hat circumstance.

| guess if it was a hypothetical
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i ncentive conpensation that actually didn't provide
any incentives for nmodified behavior, in that

| ncentive Conpensation Program the stated incentives
were, even though it was not modifying the behavior,
the incentives were still consistent with
consumer-rel ated goals, | would tentatively say there
woul dn't be any obvi ous reason for a disall owance,

but again, the whole hypothetical is getting a little
cl oudy now.

Q Okay. So let's back up to the first three
assunptions, except that first assunption has
changed. We are just back to the sinpler version,
it's 45,000 base pay and it's $5,000 expected val ue
of incentive conmpensati on.

When you refer in your -- let ne
abstract it fromthe hypothetical actually.

When you refer to which types of
incentive types of conpensation costs are
recoverable, am 1 right, you're reflecting your
under st andi ng of standards that you believe were
established by the Illinois Commerce Conmm ssion past
orders?
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A Well, it's not just standards that were

established by the Illinois Commerce Conmm ssion.
| think it's consistent with the

standards that were established by the Illinois
Commerce Comm ssion, as well as Conm ssions in
several other jurisdictions, but it's also something
| believe is a matter of principle is appropriate.

Q So of the three things you just said, past
Il 1inois orders, other jurisdictions, and a matter of
principle, isn't only the first one nmentioned in your
testinony?

MS. LUSSON: Direct or rebuttal?

MR. RATNASWAMY: Ei t her.

THE W TNESS: No. | believe | did mention the
Il'1inois Commerce Conm ssion. | didn't mention any
ot her Comm ssions, but | believe | stated why I

believe incentive conpensation, it's geared toward
the increasing return on equity or earnings per
share, things |like that should not be recoverable for
customers, so | think I covered two of the things I
mentioned in my prior response.

Q Do you have a particular portion of your
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direct testimny or rebuttal testimony in m nd?
A If you go to my direct testimony, Page 15.
Q The Q and A that starts at Line 322. IS
t hat what you're referring to?
A Yes, sir, that's correct.
Q Thank you. | would like to run through

your understandi ng of particular metrics and | have

an Illinois focus, so |I'm asking about your
under st andi ng of what the standards are in Illinois.
And by "metrics" what | mean is the

criteria of the plan that relate to what
circumstances and what anmounts there are paynments.
Are you okay with me using that term

"metrics"?

A | understand what you nmean, yes.

Q So are costs associated with custonmer
satisfaction nmetrics recoverabl e?

A | would say as a general rule, yes.

Q Okay. Costs associated with reliability
metrics?

A Yes.

Q Are costs associated with customer safety
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recover abl e?

A Yes.

Q Are costs associated with worker safety
recover abl e?

A Yes.

Q Are costs associated with reductions in
operating expenses recoverable?

A To the extent the reductions to the
expenses are consistent with the provision of safe
reliable service, | would say yes.

Q And just to be clear, in this case, you
have not expressed any concern, have you, that the
cost-control related metrics m ght jeopardize safety
or reliability, have you?

A | have not, no.

Q The next one is a little nmore general, but
costs associated with cost-control metrics, are they
recover abl e?

A Again, | would answer the same as ny | ast
answer: Assum ng that the cost controls were
consistent with the provision of safe reliable
service and not just geared towards reducing costs no

196



10

11

12

13

14

15

16

17

18

19

20

21

22

matter what the consequences, | would say yes.

Q Okay. | f the particular metric was shown
to help attract and retain notivated and qualified
enpl oyees, but no other direct customer benefit was
shown, what is your understandi ng about whether those
costs are recoverable?

A That's getting a little hazier now. I
guess that would depend in part on what the nmotivated
enpl oyees were being notivated to do.

Q What is the -- and if there is different
definitions in different contexts, I'"'mnot trying to
be unfair about this, but in general what is the
definition of "net income"?

A The revenues | ess expenses.

Q Okay. Can utilities experiencing increase
net income benefit customers?

A If it's achieved through the reduction of
expenses consistent with safe reliable service, |
woul d say yes.

Q What is your understanding of the
recoverability of costs associated with net income
metrics in Illinois?
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A As a general rule, if it's stated just as
net income, earnings per share or return on equity,
then it would not be recoverable.

Q Okay. You mentioned two other things,

t hi nk earnings per share and return of equity. | was
just asking about net income for now.

A Again, if it were net inconme, then it's ny
understanding in Illinois, it would generally not be
recover abl e.

Q So suppose there was evidence that the
hi storical experience of a particular utility was
t hat the empl oyees, when there was a net inconme
metric, responded by reducing or controlling costs,
but they didn't do anything to increase revenues.

If that was the evidence of, in fact,
how t hey responded to the metric, would that change
your view on whether the associated costs were
recover abl e?

A It's hard to respond to that w thout seeing
what the actual evidence was that that's what
transpired. It m ght.

Q If the incentive conpensation
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pl an -- hypothetical the incentive conpensation has
net income, which | believe you said has a revenue
side and an expense si de. Is that the term you used?

A That income would typically be defined as
revenues | ess expenses.

Q Okay. So suppose the utility decided to
break that into two different metrics, one was for
i ncreased revenues and one was for decreased expenses
if they broke net income into two pieces |ike that,
woul d the costs associated with the expense part of
it be recoverable?

A Yes, | believe in general.

As | said before, the reductions of
costs consistent with the provision of safe reliable
service would be recoverable.

Q This is a simlar question, but now I'm
switching to a return on equity, which I think you
referred to.

Can utilities experiencing an
i ncreased return on equity benefit customers?

A Well, | think the primary beneficiaries of
t hat woul d be the investor, the sharehol ders.
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| suppose there could be a way where

it could indirectly be beneficial to investors;
agai n, depending on what the reason was for the
increase in return on equity.

Q Okay. | think just now you said
"investors" when you nmeant "customers"?

A | meant "customers,"” yeah, it could be
beneficial to customers; again, depending on what the

reason was for the increase on the return on equity.

Q Do you have copies of your Data Request
Responses?
A | do not.

MS. LUSSON: Which one?

MR. RATNASWAMY: 3. 09.

THE W TNESS: Yes, | have them now.
BY MR. RATNASWAMY:

Q Have you had a chance to review the
response to the Utilities' Data Request GCI 3.09?

A Yes, | have.

Q Is it correct that you were asked: s it
your testinmony that no matter how it is achieved, the

utility is experiencing an increased return on equity
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never benefits customers?

A That's the question, yes.

Q There is a response there, would you read
t he response pl ease.

A Sur e. It's pretty much what | just said in
response to your prior questions.

The answer is:

"No, for example, if an increased
return on equity is achieved by reducing
expenses wi thout conprom sing service
quality, such reductions can benefit
customers if the expense reductions
are ultimately reflected in rates.”

Q And you still agree with that answer today?

A Yes.

Q Okay. Wth respect to the Executive
| ncentive Conpensation Plan in particular, is it
correct that you seek to disallow all of the costs
associ ated with the earnings per share metric?

A Yes.

Q How does an earni ngs per share metric
differ froma net income metric, if it does?
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A It would be simlar.

The earnings per share in its sinplest
form would be equal to the net income divided by the
shares outstandi ng.

Q So do you agree that all else being equa
if awutility reduces its costs of service that that
i ncreases its earnings per share?

A |f everything else is held absolutely
constant and the expenses are reduced, the earnings
per share would go up.

Q Okay. Can a utility's experiencing
i ncreased earnings per share benefit customers then?

A Again, my answer is the sanme as it was to
t he questi on about the net incone.

If it's related solely to reductions
or in expenses and those expenses are reflected in
the rates paid by customers, then in those particul ar
circumstances arguably the increase in earnings per
share -- because of what caused the increase in
earni ngs per share could benefit customers.

Q Wth regard to those criteria that you
believe the associated costs should be disallowed, if
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sort of THE trigger for payout on criteria was set so
| ow that it was just essentially guaranteed, it would
be hit every year, there would never be any question
about it, would that change your view whether the
costs were recoverabl e?

A Again, | think that would get back to what
| said earlier about what the whole purpose of the
incentive conpensation was to begin with, so it's a
little difficult to respond to the hypotheti cal
because it would, in effect, render the whole
| ncentive Compensation Programa nullity.

So | guess it's possible it could
af fect my reconmendati on.

Q You may have difficulty with this one, too,
then, but let's see.

If the metric was something fanciful
even random it have nothing to do with revenues or
expense; it has to do with something that happens 15
percent of the time, what woul d be your understanding
whet her that would be recoverable in costs?

A | don't know. When you say "somet hing that
happens 15 percent of the time," | guess it would
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depend on what that something was.

Q | understand this it fanciful, but suppose
for some reason say the head of HR was a fan of the
national legal, so if the National League wi ns the
Al'l Star ganme, everybody gets $10, 000, and if the
Ameri can League wins the All Star game, they get
zero. What would be your understanding whether
that's recoverabl e?

A | can't imagine any circunstances where
something |ike that would be recoverable for the
rat epayers.

Q Okay.

A If it was the Red Sox wi nning, though, then
| may have to think a little bit more about it.

Q And different with the Yankees?

A No, then they should have to conmpensate
rat epayers for having such a contrary to public
policy programin place to begin with.

Q It's nice when we can reach common ground.

| would like to switch to one of the
ot her topics now that you've discussed your
testinony, which is the inclusion of the utility's
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pension assets in rate base.

A Okay.

Q | have sort of a term nol ogy question to
begin with. Sonetimes | see people referring to them
as "pension assets," sonmetimes "retirement benefits
net," sometimes "prepaid pension expense," are those
synonyms or would you make any distinction among
t hose terns?

A | think all those terns are pretty nuch the
same thing, the prepaid pension asset.

Q Al'l right. Do you agree that by definition

customer's paynents of their utility bills cannot be
direct contributions to a utilities' pension trust?
A Yes.
MR. RATNASWAMY: I n that case, | have no

further questions. Thank you.

JUDGE HI LLI ARD: There no further cross of this
wi t ness?

MS. LUSSON: No.

JUDGE HI LLI ARD: Any redirect?
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REDI RECT EXAM NATI ON
BY
MS. LUSSON:

Q M. Effron, what is the basis of your
Omi bus incentive conmpensation disall owance?

A That the goals associated with that program
were entirely directed toward sharehol ders.

Q And M. Ratnaswanmy asked you a series of
questions related to hypotheticals dealing with
programs that would increase net income and al so
i ncrease earnings per share.

Did you see anything in your review of
the incentive conpensati on amounts that you
di sal l owed that increases in earnings per share or
increases in the return on equity would necessarily
be passed on to ratepayers and reflected in rates?

A | don't recall having seen anything like
t hat .

MS. LUSSON: No further questions.

JUDGE HI LLI ARD: Recr oss?

MR. RATNASWAMY: No, thank you.

JUDGE HI LLI ARD: Thank you, M. Effron
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(W tness excused.)

MR. FEELEY: At this time, Staff would call its

next wi tness Theresa Ebrey.
(Wtness sworn.)

THERESA EBREY,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:

DI RECT EXAM NATI ON

BY

MR. FEELEY:

Q Coul d you please state your name for the
record.

A Theresa Ebrey.

Q And by whom are you enpl oyed?

A | m an accountant in the Accounting
Department of the Financial Analysis Division for the
I11inois Commerce Comm ssSion.

Q Ms. Ebrey, do you have in front of you
what's been marked for identification as |ICC Staff
Exhi bit 3.0, the corrected direct testinony of
Theresa Ebrey, 44 pages of narrative text, and
attached schedules 3.1N and P to 3.9N and P and
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Attachments A, P, B, N, C, N and P, both public and
confidential. DN, DP, EN, EP, FN, FP and G and H?

A | believe Attachment C, we just attached
t he public version. We did not attach the

confidential version

Q Well, the confidential version would have
been filed on, | think, E-Docket?

A No, | didn't include the confidenti al
version.

Q So Attachment Cis just N and P, public?

A That's correct.

JUDGE HI LLI ARD: What was the Exhibit Nunber
again?

MR. FEELEY: |ICC Staff Exhibit 3.0 corrected.
That was filed on E-Docket on July 18th.

BY MR. FEELEY:

Q Was ICC 3.0 and all those attachments and
schedul es prepared by you under your direct,
supervi sion and control ?

A Yes.

Q Do you have any additions, deletions or

modi fications to make to ICC Staff Exhibit 3.0, in
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the attachnments or

A

Q

of questions set

No.

I f 1

schedul es?

were to ask you today the same series

forth in that

answers be the sanme?

A

Q

what's been mar ked f or

Exhi bit

testinony of Theresa Ebrey,

Yes.

Ms.

12.0 corrected,

Ebrey,

narrative text,

DN, DP, EN, EP and Schedules 12.1N and P to 12.9 N

and P?

A

Q

all those schedul es prepared by you or

direct

A

Q

Yes.

Was

| CC Staff Exhibit 12.0 corrected and

At t

achment AN, AP, BN, BP, CN, CP,

supervi sion and control ?

Yes.

exhi bit,

identification as

do you have in front

consi sting of

Do you have any additions, delet

modi fications to make to | CC St aff

correct

A

Exhi bi t

ed or on the attached schedul es?

Yes,

do.

woul d your

of you

| CC St aff

the corrected rebutt al

29 pages of

under your

i ons or

12. 0

209



10

11

12

13

14

15

16

17

18

19

20

21

22

Q Coul d you pl ease explain what that is?

A It came to my attention | ast Friday
afternoon that Staff Wtness Sackett's adjustnment
regarding solicitation services had changed from
Staff direct testimony to Staff rebuttal testinmony.

In the direct testimny, M. Sackett
proposed an adjustment to increase solicitation
revenues; however, in M. Sackett's rebuttal
testinony, the adjustment was changed to be a
decrease to expenses.

| did not reflect that change from an
revenue increase adjustment to an expense decrease
adj ustnment in nmy rebuttal testimny on Pages 23 and
24 or in the Schedules 12.6N and 12. 6P

It's my understanding that the

adjustnment will be correctly presented as an expensed

decrease in Staff revenue requirement that will be
filed with Staff's initial brief.

Q Ms. Ebrey, do you intend for Staff Exhibit
12.0 corrected with attachments and attached
schedul es and the correction you just noted to be

your sworn testinmony in this proceedi ng?
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A Yes.

MR. FEELEY: Your Honor, | note 12.0 corrected
and the attachments to those schedules were filed on
E- Docket on August 22nd.

JUDGE HI LLI ARD: Are there other exhibits you
need to identify for this witness?

MR. FEELEY: No, Ms. Ebrey just had our direct
and rebuttal testimony. So Ms. Ebrey is avail able
for cross-exam nation. And | nove to admt -- do you
want me to go over the particular list?

JUDGE HI LLI ARD: How about 3.0 corrected with
attachnments and 12.0 corrected with attachments and
schedul es. Does that cover it?

MR. FEELEY: And schedul es.

JUDGE HI LLI ARD: 3.0 corrected with attachments
and schedul es and 12.0 corrected with attachments and
schedules will be admtted in the record.

(Wher eupon, Staff Exhibit Nos.
3.0 and 12.0 were admtted into
evi dence.)

MR. FEELEY: So Ms. Ebrey is avail able for
Cross-exam nati on.
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JUDGE HI LLI ARD: Okay.
CROSS EXAM NATI ON
BY
MR. EIl DUKAS:

Q Good morning, Ms. Ebrey. "' m one of the
attorneys representing North Shore Gas and Peopl es
Gas Light and Coke Conpany.

| just have some questions for you on
the incentive conpensation expense adjustments that
you have proposed.

Is it correct in your direct testinmony
and rebuttal testinmonies you proposed to adjust or

di sall ow certain incentive conmpensation costs from

the utility's proposed revenue requirenments?
A Yes.
Q Ms. Ebrey, do you consider yourself an

expert on the management of human resources?

A No.

Q Have you ever worked in a Human Resources
Depart ment ?

A No.

Q Or ever held a position where you were
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responsi ble for designing conmpensation structures
t hat woul d attract and retain qualified enployees?

A In a former position | had, | was invol ved
in devel opment of enployee wages, yes.

Q Was that at the Illinois Commerce
Comm ssi on?

A No.

Q Is it correct that your testimony on this
i ssue of incentive conmpensati on expenses offers no
opi nion as to whether the approach of the utilities
to their total and incentive conpensation practices
in running their businesses are prudent from a
busi ness perspective?

A No.

Q Ms. Ebrey, is there any section in the
Il1lTinois Public Utilities Act that restricts the
recovery of incentive conmpensation costs?

A | don't believe incentive conpensation are
specifically identified in the Public Utilities Act.
Q Would it be correct to state that your
proposed adjustments to the incentive conmpensati on

costs are based on your understandi ng of the
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standards that the Illinois Commerce Conmm ssion has
established for the recovery of such costs?

A My adjustments are based on prior
Comm ssion orders. | don't know that | would
characterize that as standards established, but past
practice of the Comm ssion and what they have
approved for recovery.

Q |s there any other basis upon which you're
maki ng those adjustments other than the Comm ssion's
past practices?

A No.

Q So, Ms. Ebrey, you may have heard the
testinony of the prior witness, and M. Ratnaswany
had run through a few hypotheticals to explore
incentive conmpensation practices with M. Effron.

So it may be a little bit of déja vu,
so | would Iike to explore your opinions on those
hypot heti cal s.

You may have heard them but | will
set out the assunptions again to make sure we are
tal ki ng about the sanme thing.

So the hypothetical to start with is
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based on three assunptions: The first is to assune
there is a large gas utility that hires five
operation departnment enployees, and each of their
salaries is $50,000 per year; now, assune that that
salary is consistent with the relevant | abor market
for individuals with simlar qualifications; and then
third, assume that those enpl oyees are each doing
something that is useful and needful work to help the
utilities serve its custonmers, whether it's repairing
| eaks or somet hing along those |lines, but assune it's
needful and useful for the utility to serve its

cust omers.

So based on that set of facts in the
hypot heti cal that we established so far, is there any
fact which suggests to you that if a utility were to
file a rate case that some costs or some portion of
t hose base sal aries would be disallowed, should be
di sal |l owed?

A Not based on the assunptions that you gave,
no.

Q Okay. So now | would Iike to change again,
that first assunption about there being a base salary
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of $50, 000 per year, so let's change that assunption
to a factual situation where instead of paying

$50, 000 per year in base salary, the Conpany utility
pays the enpl oyees $45, 000 per year in base salary
and then has an Incentive Conpensation Program
whereby its expected that each of those enpl oyees
woul d earn an incentive conpensati on payout of on
average $5,000 per year.

So based on that change of assunptions
and the other two assunptions remaining the same, do
you have an opinion on whether or not under that
conpensation structure, would there be any basis to
propose a disall owance?

A That woul d depend on what the Incentive
Conpensation Program nmetrics were, what the basis for
the incentive payment woul d be.

Q And when you tal k about that basis, just to
make sure we are tal king about the sanme thing, would
be the term "metric," do you understand that?

A Yes.

Q If the metric that was to determ ne the
payout of that $5, 000 was based on custoner
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satisfaction, in your opinion would there be a basis
to propose a disall owance?

A Are you al so assum ng that the target of
that metric is met?

Q Yes.

A Okay. If the target that is set forth in
the plan would be met and it was a customer
satisfaction metric, no, | wouldn't probably
recommend di sall owance of that.

Q What if that metric was to measure a
reliability of service and the metric was met and
resulted in a payout of $5,000, under those set of
facts, would you propose a -- do you believe you
woul d propose a disall owance?

A No.

Q Same set of facts other than the metric
that's being measured is customer safety, under those
set of circunstances, would you propose a

di sal | owance?

A Customer safety?
Q Yes.
A No.
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Q And what if it changed to worker safety?

A No.

Q Now, what if the metric that was being
measured and met by the enployees was a metric that
measured reductions in operating expenses?

A ' m sorry. | was distracted.

What was that?

Q What if we changed the metric that was
bei ng measured and met by the enployees, if that
metric measured reductions in operating expenses,
woul d you propose a disallowance on that basis?

A | think that would depend on what was meant
by a reduction in operating expenses.

Q Okay. If there was a target |evel of
expenses set, for operating expenses and the
enpl oyees performed at a |level that where operating
expenses -- whereby operating expenses were | ower
than that target, would that satisfy your criteria
for reduci ng expenses?

A If it was where expenses were reduced for
one year actual expenses to another year actual
expenses and that reduction was reflected in revenue
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requi rements that base rates were set from then |
woul d probably not disallow that.

Q Okay. Now, instead change the assunption
to instead of a reduction in expenses, what if the
metric was measuring a controlling of expenses
whereby there is an incentive conpensation payout if
enmpl oyees perform so that expenses did not increase,
woul d that, in your opinion, be a suitable metric to
all ow recovery of incentive conmpensation costs?

A | think that would depend on the
circunst ances.

Why did the expenses not increase?
Were they already too high to start with? | don't
know that | could say that | would not recomend
reductions in the incentive conmpensation just based
on the information that you' ve provided.

Q Okay. MWhat if | added the fact that the
| evel of expenses that's the target for the metric is
in line with the utility's past experiences, such as
the last time they were in for a rate case, would
that situation, if there was no significant change
t hat was not explained by inflation or normal cost
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increases in the econony, if that was the situation
wher eby the level -- there was the |evel being set to
meet with the metric, and the metric was to measure
not exceeding or trying to control costs within that

| evel, in that set of circunstances, do you believe
that the metric provides -- presents a situation
where incentive conmpensation costs should be
recover abl e?

A In that situation, |I'm not sure why Conmpany
woul d conme in for a rate increase. Their costs are
not increasing, so |I'mnot sure why they would be
requesting a rate increase.

Q Well, could there be other situations where
revenues decreased -- but the assunmption is they
needed a rate increase or that the expenses may be
increased due to inflation but are in line with
previ ous expenses in previous rate cases and this is
to control your concern that the |evel set is not
artificially inflated, under those circunstances,
woul d that address your concern, and in your opinion,
make those incentive conmpensati on payouts
recover abl e?
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A Not necessarily. | think the utility
shoul d keep costs controlled as part of their
obligation to their customers, to control the costs.

Q So if that obligation to customers was met,
woul dn't that be a benefit to the customers?

A Not necessarily, that's what they should be
receiving fromtheir utility wi thout an incentive
payment to the enpl oyees.

Q So then what if the target |level is nmet
that is bel ow what you're saying Conpany's enpl oyees
shoul d be producing for the customers, if there is a
target level that's below that same cost threshol d,
woul d those costs be recoverable with a metric |ike
t hat ?

A So you're going back to the assunption that
they're discussing costs from what they had

previously been, correct?

Q Yes.
A ' m sorry?
Q Il will withdraw the question

So it's your opinion that incentive
conpensation nmetric that incentivizes enployees to

221



10

11

12

13

14

15

16

17

18

19

20

21

22

control costs at the level that a utility is
currently performng is not a proper metric for
enpl oyee incentive conpensation?

A Based on past Comm ssion orders, there
needs to be shown ratepayer benefit, and | don't know
that just controlling costs in itself results in a
rat epayer benefit.

Q Assunme a utility where everything el se
bei ng equal their operating expenses were to
increase; in such a situation, isn't it nore |likely
that that will utility will have to come in and seek
a rate increase?

A That would be a decision that the utility

woul d make.

Q And in such a situation -- well, the
guestion was: s it your opinion whether or not a
utility in that situation would be more likely to

come in for a rate increase?

Are you stating that you do not have
an opinion on the likelihood increasing under such
circumstances?

MR. FEELEY: Objection; | think it's calling
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for this witness to speculate on what a utility would
or wouldn't do.

JUDGE HI LLI ARD: Specul ate about what?

MR. FEELEY: It's calling on this witness to
specul ate on what a utility would or wouldn't do.

JUDGE HI LLI ARD: You can answer the question,
if you understand it.

THE W TNESS: | really don't know what the
utility would do. There is any number of reasons
t hey would conme in for a rate case, and | don't want
to specul ate on what that decision m ght be based on
BY MR. EI DUKAS.

Q If a utility's operating costs stay the

same and don't increase over time, isn't it true that

it's less likely -- in your opinion, is it |less
likely that the utility will come in for a rate
i ncrease?

A Once again, there is a nunber of reasons

why they would come in. Just because the expenses
don't increase doesn't necessarily mean they won't
come in.

Q And that's your opinion even if everything
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else is being kept equal, there is no other change
ot her than changes in operating expenses -- strike
t hat .

'l ask the question another way.

So is it your opinion, Ms. Ebrey, that
changes in operating costs do not influence a
utility's decision to seek rate increases?

A No, | think changes in operating costs
woul d have some influence. If that would result in
the filing of a rate case or not, | don't know.

Q Turning specifically to the utility's
executive -- strike that.

| want to clarify one thing that was
brought to nmy attention when | was asking you about
whet her or not you had an opinion -- or IS that your
testi mony whet her or not you were offering any
opi nion on whether or not the utility's compensati on
practices were prudent. It was brought to nmy
attention there may have been perhaps a
doubl e-negative, so | want to clarify that.

Am | correct that your testinmony

offers no opinion on the prudence of the utility's
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conmpensation practices from a business perspective?

A That's correct, | don't discuss the
prudence of their salaries and wages.

Q Thank you. Now | want to the turn
specifically to the utility's Executive Conpensation
Pl an and the costs that you propose to adjust or
di sal | ow.

One metric upon which you in your
testi mony propose an adjustment is the earnings per
share metric, correct?

A Coul d you point to ny testimny that you're
referring to.

Q In your direct testinony, it would be
summari zed on Page 9, Lines 172 through 174.

A Okay.

Q And further on Lines 186 through 191. So
| ooking at that testinony, is it correct you're
proposing a disall owance of costs relating to the
earni ngs per share metric of the utility's Executive
| ncentive Conpensation Pl an?

A Yes.

Q s it your understanding that earnings per
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share generally is based on, to a |arge degree, on
net income?

A Yes, generally, | would agree with that.

Q And do you have a general definition in
m nd as to what "net inconme" is?

A Generally, it's revenues | ess expenses.

Q So, Ms. Ebrey, all else being equal, if a
utility reduces its operating costs or expenses,
woul dn't its earnings per share increase?

A Yes.

Q If the metrics for Incentive Conpensation
Program benefit sharehol ders, does that in and of
itself necessarily mean that that metric could not
al so benefit customers?

A No.

Q So a nmetric |lead to both benefit to
sharehol ders and customers, correct?

A It coul d.

Q In such a situation, if there was a metric
that led to benefits to both sharehol ders and
customers, would you agree that the utility should

not have to bear 100 percent of the cost for such a
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progranf?

A | woul d agree with that.

Q So turning to, if there was a metric that
measured net income -- and this is along the |ines of
t he questions that were asked of M. Effron -- if a
program incentive program was based on a metric and
there was facts that showed the program
incentivized enpl oyees such that in response to that
metric they reduced costs, and that is what led to
the net income increasing, in such a situation, do
you have an opinion on whether or not the costs of
such a program m ght be recoverabl e?

A | think that question just asks the
previous questions a different way when we were
di scussi ng decreasing costs and if they were
recoverable or not, so.

Q So | know we had some problems in defining
what a reduction in costs was.

Assume that to your understanding, you
were satisfied that the metric led to a reduction in
costs. | f that were the case, even though the metric

measured net income, if the measurement of net
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income -- the increase in the income that met that

| evel of the metric was caused by solely a decrease
in costs, would that, in your mnd, with a metric
suitable for recovery?

A Not necessarily.

Q On what basis would such costs not be
recover abl e?

A It depends on what the reduction in costs
was nmeasured from and if that would result in |ower
rates.

Q Any ot her reasons?

A " m just getting this question confused
with the questions that we just went through. " m
trying to get in my mnd straight how this is
di fferent than what we al ready di scussed.

Q Let me ask then, would it be fair to say
t hat whet her or not the metric was based off of net
i ncome or earnings per share or operating costs, is
it your opinion -- as | understand your position on
that, the determ nation of whether or not costs is
recoverabl e doesn't matter what the metric is named,

rat her whet her or not it can be shown that there was
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an actual reduction in costs froma set |evel that
was agreed upon as being valid whereby there was a
benefit to customers because of that reduction in

costs?

A What you said |last was the main focus,
there needs to be a showing that there was a benefit
to the ratepayers.

Q In the general, is a reduction in rates a

benefit to ratepayers?

A A reduction in rates?
Q Yes.
A | would say so, yes.

Q What about if rates are kept stable, could
t hat be a benefit to customers?

A It depends on all the circunmstances behind
the rates remaining stable.

Q So are you saying it is possible that rates
remain stable could provide a benefit to ratepayers?

A That is possible.

Q And with respect to one of your adjustments
proposed in the executive incentive conpensation
isn't it true that there is -- one of your
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adjustnments is to disallow a portion of those
expenses based on the fact that there are performance

metrics that are based on the conmbi ned performances

of all the Integrys affiliates?
A Yes.
Q Some of which are not in Illinois?
A That's correct.

Q And for those metrics, you don't propose a
compl ete di sall owance, correct?

| will wthdraw that.

Wth respect to those costs, you're
not proposing that they all be disallowed, but rather
the portion you determ ne to be allocated to the non-
I1Tinois affiliates should be disall owed, correct?

A Correct.

Q And you base the cal cul ation of that
di sal l owance on a ratio for Integrys business
services incentive conpensation expenses to the total
conmpensation expenses; is that correct?

A | believe that's correct.

Q Turning to the non-executive incentive
compensation plan and your proposed adjustments for
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the cost

of

testi nony,

t hat plan, and | ooking at your direct

t hat

your rebuttal

little bit

on

testi mony, you change your

one of the disall owances,

starts on Page 11 at Line 217, and

on Page 8 of your rebuttal testimny, as well.

(Change of reporter.

So with that in mnd, as to the

sections you're testifying tal king about, am I

correct

i n summari zi ng your

adjustnments to the

nonexecutive incentive conmpensation plan to a

proposed disall owance for

pl an's operating and mai nt enance expense metric.

A

Q

That's correct.

And t hat

related to the nonexecutive incentive conmpensati on

pl an?
A

Q

in your

Yes.

Okay. And am | correct

dir

ect

proposed t hat

can tell

me

i f

and rebuttal
adj ustment for
And | can |i st

' mincorrect

to summari ze t hat

testimoni es, you've

three reasons?

t hem out and then you

or

i f

|'ve m ssed

in

position a

whi ch start

)

expenses relating to that

equal s 50 percent of the expenses
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anyt hi ng.

The first basis you propose a
di sal |l owance is because you believe -- your opinion
that the O and M expense metric is an inmproper
financial goal. The second -- or -- is that correct,
that's one of your bases?

A | don't know if improper is the way I
descri bed that. Hi storically financial goals are not
al | owabl e for recovery based on prior Comm ssion
orders. So | don't know that | would call it
i mproper, just nonrecoverable maybe.

Q And the second reason would be that the
target -- the threshold target |evels that the
operation and mai ntenance expense -- expenses needed
to be met were based on a budget forecast?

A That's correct.

Q And then the third reason was that that

operations and mai ntenance expense metric is based on

combi ned performance of Integrys affiliates,
including non-Illinois affiliates?

A | believe that was nmy position in direct
and that's what | changed in rebuttal.
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Q | believe there were -- in your direct

there were two portions of the nonexecutive plan upon

which you were -- you're basing a disallowance in
part at least on a -- non-Illinois affiliates being
i ncl uded.

One of which was the operations of
mai nt enance expense metric, which --

MR. FEELEY: Can you provide some references?

MR. EI DUKAS: | "' m about to. Il will refer to
Li nes 223 through 227.

Sorry. Stri ke that.
BY MR. EI DUKAS:

Q In your direct testinony, please -- |I'm
referring to Lines 259 through 265 on Page 13 of your
corrected direct testimony. And then in your
rebuttal testinony as well, | understand there -- you
to be suggesting that a reason for disallowi ng the
expenses related to the O and M metric to -- as well
as the other two reasons to be found on Page 10,
Lines 172 through 1807

A | see that now, yes.

Q Okay. So then am | correct that a third
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reason you propose to disallow the costs related to
the O and M -- the operations and mai ntenance expense

metric to be that it's based on the conbi ned

performance of Integrys affiliates?
A Yes.
Q Now, Ms. Ebrey, if the Comm ssion were to

di sagree with your position on the first two

reasons -- in other words, they disagree that the
operations and mai ntenance expense metric was a
financial goal that was nonrecoverable and, two, they
di sagreed with your position that those costs should
not be recoverable because the metric is based on a
budget forecast, but they did agree with you that
some adjustnment was required due to the fact that the
metric was based on the conbi ned performance of the
Integrys affiliates, including non-IIl1linois
affiliates -- under that set of circunstances, would
it be your opinion that that disall owance should be
based on the portion of those costs allocated to the
non-Illinois affiliates simlar to what you did for
the metrics in the executive conpensation plan --
incentive compensation plan?
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A Yes, under that scenario, that would be
my -- my recomendation for the adjustment.

Q And would that be -- would it be your
opi ni on that that adjustnment should be paid on the
same basis as was -- as you did for the executive
incentive conmpensation plan?

A Yes.

Q Turning to the operations of maintenance
and expense metric being a financial goal, isn't it
true that the operations and mai ntenance expense
metric is not at all based on revenues?

A That's correct.

Q So it's purely a cost itenf

A Correct.

Q And isn't it true that there will be
payouts of incentive compensati on under that metric
only if those |levels of such costs were kept at or
bel ow a certain |evel?

A Yes.

Q Isn't it true that in prior cases, the
II'1inois Commerce Conmm ssion has approved recovery of
costs for utility incentive conmpensation plans that
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wer e based on reducing or controlling operation and
mai nt enance expense costs?

A | believe in some cases the Conm ssion has
determ ned that there was sone -- there was rate
payer benefit fromthe specific metrics in those
cases.

Q And that those nmetrics were -- just to be
clear that those metrics we're referring to were
relat- -- were based on operations and mai ntenance
expenses?

A | believe so.

Q Okay. Turning to your budget forecast
basis for proposing a disallowance, are you aware of
any rate case proceedi ngs brought by a utility under
Section 9, dash, 201 of the Public Utilities Act in
which the Illinois Commerce Conm ssion expressly
deni ed recovery of incentive conpensation expenses
because the metric was based on performance agai nst
budget ?

A As | sit here right now, no.

Q And t he operations mai ntenance expense

budget at issue in this case with which you take
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issue, isn't it true that that budget forecast is the
forecasted | evel of operations and mai ntenance
expenses that was part of the 2012 future test year
submtted in this case?

A The doll ar amounts are based on the budget
for the test year 2012 in this case; but my concern
is not just limted to the test year in this case, ny
concern is the incentive plan going forward, that
the -- the budgeted numbers may be overestimated in
order that that metric could be net.

The Comm ssion has had concern with
that in the past. And in my direct testinmony on
Pages 13 and 14, | discussed that concern with using
a budget as a target in the -- ComkEd Docket 10-0527.

Q And, Ms. Ebrey, is there any facts in this
case of which you're aware that indicates the
operations and mai nt enance expense |l evel forecasted
for the 2012 future test year was inflated?

A | think there's a nunber of adjustments
t hat were proposed for O and M expense in this case.

Q |f the budget -- if the level set -- if

those were adjusted -- well, strike that.
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| f those proposed adjustments were not
accepted by the Comm ssion such that the budget
proposed in for the future test year was accepted and
rates were based on that going forward, would in your
m nd that be a sufficient basis upon which that |evel

of expense to be a target for incentive conmpensation

metric?
A | f that was the Conm ssion's decision --
you know, all 1I'm doing is making a recommendation to

the Comm ssion. And if that's what their decision
is, that's what rates would be set based on.

Q And when you say, Proposed adjustments to
the forecasted | evel of operation and mai ntenance
expenses, that indicates -- is it true then that that
budget | evel was open to scrutiny by all parties in

this case as part of the rate case proceedi ng?

A Yes.
Q Isn't it true that the Conmmerce
Comm ssion -- Illinois Commerce Conmm ssion has

granted recovery of incentive conmpensati on expenses
related to a metric that measured performance of
operation and mai ntenance expenses agai nst a
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utility's budget?

A | don't know.
Q If there were such decisions by the
Commerce -- |llinois Commerce Comm ssion, would that

change your opinion on whether or not such costs
shoul d be recoverabl e?

A Not necessarily wi thout know ng what
evi dence was presented in those specific cases that

made a showi ng of rate payer benefit.

Q But you're not aware, as you sit here
today, that -- of any Illinois Conmerce Comm ssion
order in which the utility's incentive conmpensati on

costs were denied because a metric measured
performance agai nst a budget, correct?
A As | sit here today, no.
MR. EI DUKAS: | think I have no further
guesti ons.
CROSS- EXAM NATI ON
BY
MS. LUSSON:
Q Good morning, Ms. Ebrey. My name's Karen
Lusson. I|'mfromthe Attorney General's Office.
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| want to have you, if you would, turn
your attention to your Exhibit 12.0, your rebuttal
testinony, Page 28. There you address the AG/ CUB
adjustnment to the enmpl oyee conmpli ment around Line 510
t here.

A Yes.

Q Now, there you take issue with the proposed
head count adjustnment prepared by M. Efron because
based on the actual head count for the first six
mont hs of 2010, the test year head count does not
reflect any increases.

s that your testimony?

A Yes.
Q If I could, I'd Iike to have the individua
down in Springfield show you what will be marked as

AG Cross Exhibit 10, and that is the response to Data
Request -- Staff Data Request TEE 2. 08 and
attachment.

(Wher eupon, AG Cross Exhibit

No. 10 was mar ked for

identification, as of this

date.)
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THE W TNESS: Okay. There's one page of the
attachnment here, it's Page 15.
BY MS. LUSSON:
Q That's correct.
Now, | ooking -- first off, do you
recognize this as the Conpany's response to your Data
Request TEE 2.08 with Page -- the attachnment

identified as Page 15 of 24?

A Yes.

Q Now, if | could call your attention to
Row 34 -- Row 34 of the -- of that attachment where
it lists the actual versus authorized number of

enpl oyees for Peoples Gas for the first six months of
2010.
Do you see that there?

A Yes.

Q Now, woul d you agree that that -- those
figures show the actual head count for the first six
mont hs varying between 1,076 on the |ow end and
1,097 on the high end?

A Yes.

Q And would you agree that the Conmpany's
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forecasted head count for the 2012 test year is
1,1207

A Yes, it does go to 1,122 in the -- on the
attachment.

Q Now, you indicate that based on the actual
head count for the first six nonths of 2010, the test
year does not reflect any increases.

Why is that your position?

Maybe -- perhaps, | should say, would
you agree that, in fact, the forecasted amounts do
exceed the actuals listed there in this attachment?

A Yes, | agree, the forecasted amounts are
more than the actuals.

MS. LUSSON: Thank you, Ms. Ebrey.

| have no further questions and woul d
move for the adm ssion of AG Cross Exhibit 10.

JUDGE HI LLI ARD: Obj ections?

(No response.)
Hearing no objection, AG Cross

Exhibit 10 will be admtted into the record.
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(Wher eupon, AG Cross Exhibit
No. 10 was adm tted into
evi dence.)

JUDGE HI LLI ARD: s there any redirect of the
wi t ness?

MR. FEELEY: Could we take a short break?

JUDGE HI LLI ARD: Sur e.

(Whereupon, a recess was taken.)

JUDGE HI LLI ARD: So do you have redirect?

MR. FEELEY: Yeah, we have brief redirect.

JUDGE HI LLI ARD: Okay. Proceed.

REDI RECT EXAM NATI ON
BY
MR. FEELEY:

Q Ms. Ebrey, do you recall when Ms. Lusson
asked you about -- | think it was Page 28 of your
corrected rebuttal testimny regarding a head count
adj ust ment proposed by M. Efron?

A Yes.

Q Okay. s -- does M. Efron's head count
adjustnment relate to any adjustnment that you proposed
in your testimny?
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A Yes. My adjustment to nonuni on wages on
Schedul es 12. 3N and 12. 3P, the starting point -- the
basis for my adjustnment was actual 2010 wage and
salary dollars. So to sone extent, |'ve already
reflected that head count decrease. My adjustment is
not based on the Conpany's projected head count, but
is based on actual 2010 payroll.

Q Okay. And, Ms. Ebrey, do you recall during
cross-exam nation by M. Eidukas regarding incentive
comp, he asked you if prior Comm ssion orders were
somehow a basis for the adjustments that you propose
in that area of incentive conp.

Do you recall those questions?

A Yes.

Q Is there anything else that you base your
adjustments on besides prior Conm ssion orders?

A Yes. | al so base my adjustment on ny
experience in addressing the use of incentive
compensation in prior Comm ssion rate cases and the
rate-maki ng treatment that was applied to that issue.

Q Okay. And do you know of fhand how many

rate cases you' ve testified on this issue before or
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just in the last -- in the last three or four years?
A | would say probably 10 or 12 in my time at
t he Comm ssion.
MR. FEELEY: All right. That's all | have.
JUDGE HI LLI ARD: Recr oss?
RECROSS- EXAM NATI ON
BY
MR. EIl DUKAS:
Q Just one question, Ms. Ebrey, with respect
to that last |ine of questioning.
During the -- your time at the
Comm ssion in testifying in rate cases, in proposing
adjustnments or disallowances, sometimes the
Comm ssion has agreed with your proposals, correct?
A That's correct.
Q And someti mes they disagree with those
proposals, correct?
A Yes.

MR. EI DUKAS: Thank you. No further questions.
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RECROSS- EXAM NATI ON

BY
MS. LUSSON:
Q Ms. Ebrey, you reference your adjustnment
on -- that is in your testinmony related to

M. Efron's in Schedule 12.3; is that right?

A That's correct.

Q Now, | noticed that that adjustment is
related to nonuni on wages; is that correct?

A That's correct.

Q So that would exclude all union -- any sort
of adjustment to union enployees; is that right?

A That's right.

Q And have you made any -- sitting here
t oday, do you know what percentage the nonunion
enpl oyee base conprises of the total enployee base?

A No, | don't.

MS. LUSSON: Thank you, Ms. Ebrey.

JUDGE HI LLI ARD: Rer edirect ?

MR. FEELEY: We have no reredirect.

JUDGE HI LLI ARD: Thank you, Ms. Ebrey. You're
excused.
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It's about 5 to 12:00 on nmy watch. Do
you want to take a lunch break now?
MR. EIl DUKAS: Your Honor, on the Attorney
General's cross exhibit for Ms. Ebrey --

JUDGE HI LLI ARD: Yes.

MR. EI DUKAS: -- we would -- before that's
subm tted, we would just |ike an opportunity -- it's
one page of a 24-page docunent and we would just |ike

the opportunity to review to the entire docunment
before stipulating to its adm ssion.
JUDGE HI LLI ARD: We haven't done that already?

We didn't do so already?

Okay. That's fine. | don't remember.
JUDGE KI MBRELL: | thought we did.
JUDGE HI LLI ARD: | thought we did put it in.
MR. EI DUKAS: | guess if we have, we could

al ways seek to --
JUDGE HI LLI ARD: If you didn't, let me know,
ot herwi se we won't address it again.
Okay. Why don't we reconvene at 1:00

o' clock then.
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(Whereupon, a lunch recess was
t aken.)
JUDGE HI LLI ARD: Coul d both of you raise your
hand and be swor n.
(Wtness sworn.)
JUDGE HI LLI ARD: Thank you. | f you're ready,
proceed.
MS. LUCKEY: Staff now calls Dan Kahle to the
st and.
DANI EL G. KAHLE,
called as a witness herein, having been first duly
sworn, was exam ned and testified as follows:
DI RECT EXAM NATI ON
BY
MS. LUCKEY:
Q Can you please state your name for the
record.
A Dani el G. Kahl e.
Q And by whom are you enpl oyed?
A ' m enpl oyed as an accountant in the
Accounting Department of the Financial Analysis

Division of the Illinois Commerce Conmm SSi on.
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Q M. Kahle, do you have in front of you what
has previously been filed on e-Docket as the direct
testi mony of Daniel Kahle, 1CC Staff Exhibit 1.0,
dated June 15th, 2011, and which consists of a cover
page, a table of contents, 26 pages of narrative text
and the attached Schedules 1.1 through 1.11 NNP, 1.12
and 1.13 P, and 1.4 NNP along with Attachments A
t hrough G?

A Yes.

Q Was | CC Staff Exhibit 1.0 prepared by you
or under your direction, supervision and control ?

A Yes.

Q Do you have any additions, deletions or
modi fications to make to I CC Staff Exhibit 1.0, its
attachments or schedul es?

A No.

Q If I were to ask you today the same series
of questions set forth in that document, would your
answers be the same?

A Yes.

Q M. Kahle, do you also have in front of you
what has been previously filed on e-Docket as the
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rebuttal testinmny of Daniel Kahle, which has been
mar ked for identification as ICC Staff Exhibit 10.0
and which consists of a cover page, a table of
contents, 25 pages of narrative text and has attached
Schedul es 10.1 through 10.6 NNP corrected, 10.7 NNP,
10. 8 NNP corrected, 10.9 NNP, 10.10 NNP corrected and
10. 11 NNP?

A Yes.

MS. LUCKEY: Your Honors, the narrative text
and schedules for 10.7, 10.9 and 10.11 NNP of
M. Kahle's rebuttal testinmny were filed on
August 15th, 2011, and the corrected schedules, 10.1
t hrough 10.6, 10.8 and 10.10 NNP, were all filed on
August 22nd, 2011.

BY MS. LUCKEY:

Q M. Kahle, was your rebuttal testimony
prepared by you or under your direction, supervision
and control ?

A Yes.

Q Do you have any additions, deletions or
modi fications to make to that narrative testimny or
t he attached schedul es?
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A Yes. | know of three changes which are not
reflected on nmy rebuttal schedul es. It's ny
understanding that Staff Wtness Ostrander has filed
suppl emental rebuttal testimny maki ng changes to his
rate case expense adjustnment.

JUDGE HI LLI ARD: Could you pull the m ke a
little closer or something.

THE W TNESS: It's my understanding that Staff
W tness Ostrander has filed supplemental rebuttal
testi nony maki ng changes to his rate case expense
adjustnents; Staff Wtness Ebrey has made corrections
to a solicitation services adjustnment presented in
her rebuttal schedules; and there's also a correction
to my utility plan and service adjustments as noted
in Company's Data Request NS/ PGL No. 16 and 17. And
it's my understanding that the Company's Data
Requests NS/ PGL No. 16 and 17 will be entered as
cross exhibits. And | intend to incorporate all
changes into the record into my schedul es when St aff
files initial briefs.

BY MS. LUCKEY:
Q Do you have any additional deletions or
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modi fications to your rebuttal testinony?

A No, | do not.

Q If I were to ask you today the same series
of questions set forth in those documents, would your
answers be the same?

A Yes.

MS. LUCKEY: At this time, Staff would nmove to
admt into evidence the direct testi mony of Dani el
Kahle, I CC Staff Exhibit 1.0 and its previously
descri bed schedul es and attachments and the rebuttal
testi nony of Daniel Kahle, ICC Staff Exhibit 10.0
along with its previously descri bed schedul es.

JUDGE HI LLI ARD: Obj ections?

(No response.)
Hearing no objections, Staff
Exhibit 1.1 with attachments and Schedules 10.0 with
attachments and schedul es subject to the corrections
to be filed is -- are admtted in the record.
If I said "1.1," I meant "1.0" plus

the follow ng attachnments and schedul es and what not .

252



10

11

12

13

14

15

16

17

18

19

20

21

22

(Wher eupon, Staff Exhibit
Nos. 1.0 and 10.0 was adm tted
into evidence.)

MS. LUCKEY: Then we would tender the witness
for cross-examnation at this time.

JUDGE HI LLI ARD: Okay. Pl ease proceed.

CROSS- EXAM NATI ON
BY
MS. LUSSON:

Q Good afternoon, M. Kahle. My name is
Karen Lusson. l'mfromthe Attorney General's
Office.

| want to ask you sonme questions about
your test year plant and service budget adjustments.
I f you could turn to Page 13 of your rebuttal
testinony, Line 276.

A Okay. ' mthere.

Q Now, woul d you agree that in their rebuttal
testimoni es, both conpanies increase the forecasted
pl an additions fromtheir direct testimny?

A Yes, that's correct.

Q | want to show you -- if the individual in
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Springfield could -- what I'lIl mark as AG Cross

Exhi bit 11, which is -- and, actually, AG Cross
Exhibits 12 -- we can deal with them at the same
time -- which are the Conmpany's responses to your DGCK

Dat a Request 3. 05.

A Okay. | have them

Q AG Cross Exhibit 11 is the Conpany's
responses |'ve indicated to your DGK 3. 05 and the
Attachment 1 is -- includes the June update.

Do you see that?

A Yes.

Q Do you recognize this as the Conmpany's
response to your data request with that attachment?

A Yes.

Q Wel |, your Honors, these nunbers are
proprietary, if | could just have a noment and
determ ne whether or not | need to actually state

t hose amounts so we can avoid going in camera.

Well, I"mafraid | am going to have to
refer to these amounts. So | think we'll have to go
in camera.

MR. FEELEY: | think, it's not going over the
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| nt ernet. So | think it's just a phone thing, but
...
JUDGE HI LLI ARD: You're right.
MR. FEELEY: So it's just -- whoever's -- as
| ong as the public --
JUDGE KI MBRELL: Did we not have Internet for
the entire day today?
MR. FEELEY: Correct.
MS. SCARSELLA: Your Honor, if | could just ask
if there's anyone in the roomthat hasn't a signed a
confidentiality agreement, |eaves for this portion.
MS. LUCKEY: And, Dan, that goes for anyone in
t hat room
s it only Staff in the roon?
THE W TNESS: It's only Staff in the room here.
(Wher eupon, the follow ng
proceedi ngs were had in

camera.)
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